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45. Explain and provide documentation of the extent the possibility of future downsizing
or layoffs were accounted for. (~27)

AT&T used a S-year average historical rate for downsizings and
layoffs projected forward to account for future downsizings and
layoffs in the SFAS 112 transition amount. Specifically, AT&T's
own actual average historical separation experience during the
five-year period from 1988 through 1992 fo~s the basis for its
SFAS 112 transition accrual amount. AT&T a.sumed that the same
percentage of employees who te~inated or retired during that
period with a postemployment separation benefit would do so each
year thereafter until all employees on the payroll as of year-end
1993 had te~inated or retired or otherwise left the Company.

AT&T then applied the postemployment severance pay schedules
(years of service to weeks of severance pay) to the estimated
future pay of those current employees anticipated to terminate or
retire with a postemployment separation benefit to calculate the
estimated postemployment separation benefits for each future year.
A portion of those postemployment separation benefits is allocated
to years of service rendered by the employees prior to January 1,
1994. That allocation is based on the ratio of the years of
service rendered prior to the adoption of SFAS 112 for each
employee over the total years of service at expected future
termination or retirement with a postemployment separation
benefit. Once this allocation is made, the transition amount is
the present value of all future benefits after applying the
allocation ratio.

~ AlIQ Response to Issue No. 42.

46. Provide information on what adjustments have been made to SFAS-112 amounts for
any layoffs or downsizing that have occurred since the adoption of SFAS-1 12. Give
full details. (~27)

There were no subsequent adjustments to the SFAS 112 transition
amount for downsizings that took effect after the PCI adjustment
on November 30, 1994.

~ Response to Issue No. 50.

MilcellaDlQUS Supportinl Informatiop

47. Provide information on average total compensation per employee and the amount of
this total compensation represented by postemployment benefits. Provide similar
data for the economy as a whole. (, 28)

iaa Pleading Section II and Appendix H.

48. Describe the provisions that have been made, if any, to return to ratepayers the over­
accrual, ifany, ofthe non-cash expenses ifexogenous treatment is given for these
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amounts. Describe any plans to return money through voluntary PCI reductions or
other means. (~29)

AT&T'S SFAS 112 exogenous adjustment did not include any specific
mechanism for returning over-accruals, if any, to ratepayers.
Competition has exerted downward price pressure on AT&T's rates,
thereby eliminating the need to make an adjustment for this one
particular cost factor.

Moreover, the assumptions as to the transition amount were
reasonable when made and are fully supportable. The plan changes
and changes in assumptions that have taken place since the
adoption of SFAS 112 in fact indicate that the transition amount
sized at adoption represents an under-accrual.

~ Response to Issue No. SO.

49. Describe how these gains from over-accruals are recognized on AT&T's books of
account. (~29)

In terms of how gains and losses are recognized on the books of
account, the net unrecognized gains or losses for current and
prior years is recognized on an amortized basis for Postemployment
Separation Benefits. The amortization period is the average
remaining service period of active participants expected to
receive Separation Benefits. For Long Term Disability-Income
Replacement and Long Term Disability-Medical benefits, the gains
are recognized immediately.

50. Document any and all changes made in postemployment benefits offerings to
employees and submit any new contracts with employees and their representative
unions affecting postemployment benefits. In particular, we are interested in
determining whether any underlying actuarial assumptions have changed. (1130)

Appendix G describes the changes to the Postemployment Separation
Benefits, Long Term Disability-Income Replacement, and Long Term
Disability-Medical benefits that have occurred sinc~ SFAS 112 was
implemented. (For comparison, the benefits used in computing the
SFAS 112 transition amount are described in Appendix B). In
particular, as to Postemployment Separations Benefits: (1) the
severance pay schedules have improved for both Management and
Nonmanagement employees; and the (2) duration of medical coverage
for Management employees entitled to severance has doubled for
employees with more than one year of service. As to Long Term
Disability-Income Replacement for Management employees, the
definition of "eligible pay" has changed from basic pay to also
include certain lump sum payments and differential payments which
are included under the definition of compensation under the AT&T
Management Pension Plan. As to Long Term Disability-Medical
benefits, various changes have been made for both Nonmanagement
and Management employees. The primary enhancements include a new
Mental Health and Chemical Dependency Program, a new Prescription
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Drug Program, and the elimination of coinsurance for Nonmanagement
employees which is to be replaced by a $10 co-payment per visit
for most in-network medical services.

Although the Postemployment Separations Benefits in AT&T's
SFAS 112 computation did not include the costs of Company-provided
Transition Assistance, in 1995 AT&T made a number of revisions to
the Transition Assistance Program that allows employees entitled
to Postemployment Separations Benefits to obtain a total of
$10,000 of reimbursement over two years for: further formal
education/training; relocation allowance if the employee's new
work location is 25 miles or more from his or her former
residence; and new business start-up expenses including equipment,
legal fees, advertising and marketing.

* * *

The following changes as to actuarial assumptions have been made
since SFAS 112 adoption.

The discount rate used in determining the SFAS 112
transition amount was 8.25". Bffective January 1, 1996, the
discount rate will be significantly le8s than 8.25". While
the exact discount rate has not yet been determined, it is
very unlikely to exceed 7.25".

AT&T uses the same discount rate for SFAS 112, 87 and 106.
Thus, changes in discount rates apply to all three types of
expenses assuring consistency.

Subsequent to adoption of SPAS 112, AT&T has included in its
ongoing SPAS 112 costs the impact of employer-paid PICA
taxes with respect to Postemployment Separation Benefits.

Based on experience since adopting SPAS 112, AT&T has
increased its assumption with respect to termination from
Long Term Disability status.

• The SPAS 112 transition amount was based on the average
downsizing rates for the five year period 1988-92. The
downsizing rates for the five year period 1991-95 have
increased for Management employees and decreased for
Nonmanagement employees.

The AT&T company-wide SPAS 112 transition amount would have been
approximately $210 million hiqh.r, if the above changes in
assumptions (including a 7.25' discount rate) had been reflected
in the original $2.1 billion transition amount as of January 1,
1994.
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Further Response to Issue No.2

AIATB~TSUSED IN SFAS 111 COMll!IATIQN

This Appendix sets forth the AT&T benefits used in detennining the SFAS 112 transition
amount.

I. Postemployment Separation Benefits

A. The Medical Benefits described in Section m of this Appendix are available
for a limited period to employees entided to severance benefits as shown
below:

Service

Less than 1 year
1 to 5 years
5 or more years

MODtII. of Medical COVKJIe

o
3
6

B. AT&T NONMANAGEMENT SEVERANCE SCHEDULE

Service Manufacturing Operations
(years) (weeks base pay) (weeks base pay)

1 1 1
2 2 2
3 3 3
4 4 4
5 5 6
6 6 8
7 7 10
8 9 12
9 11 16
10 13 20
11 15 24
12 17 28
13 19 32
14 21 36
15 24 40
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B. AT&T NONMANAGEMENT SEVERANCE SCHEDULE (continued)

Service Manufacturing Operations
(years) (weeks base pay) (weeks base pay)

16 28 44
17 32 48
18 36 52
19 40 56
20 44 60
21 48 64
22 52 68
23 56 72
24 60 76
25 64 80
26 68 84
27 72 88
28 76 92
29 80 96
30 84 100
31 88 104
32 92 104
33 96 104
34 100 104
35 104 104
36 104 104
37 104 104
38 104 104
39 104 104
40 104 104
41 104 104
42 104 104
43 104 104
44 104 104
45 104 104
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C. AT&T MANAGEMENT SEVERANCE AND SUPPLEMENTAL SCHEDULES

Severance Schedule

Service Weeks
(years) Base Pay

0.5 4
1 5
2 6
3 7
4 8
5 9
6 10
7 11
8 12
9 13

10 14
11 15
12 16
13 17
14 18
15 19
16 20
17 21
18 22
19 23
20 24
21 25
22 26
23 27
24 28
25+ 29

Suppl.mental Schedule

(Employees whose age + service
equals 45 years or more)

Combined Whole Additional
V.ars of Age Weeks
And service Base Pay

45-49 2

50- 54 3

55- 59 4

60+ 5

Note: employees terminat.d with a MVer1lnce benefit who sign a Termination Ag....m.nt and
Release r.ceiv. an additional "R...... Bonus" equal to 20% of the sum of the
Postemployment Payment and the Postemployment Payment Supplement (if applicable).
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II. Summary of AT&T Long Term Disability - Income Replacement
Benefit Provisions

The Long Term Disability - Income Replacement Plan provides a benefit of 50% ofbase
pay after a 52 week elimination period. The benefit is offset by certain income from other
sources, including Social Security, Workers Compensation, State or Federal disability benefits,
and any AT&T pension benefits.

The benefit ceases upon death, recovery or the fulfillment of the maximum duration as
indicated below.

Age when LTD
Benefit Beains

61 or younger
62
63
64
65
66
67
68

Maximum Duration
ofBenefits

To age 65
2Y2 years
2 years
Ilh years
1 year
% year
Ih year
J;4 year
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III. Long Term Disability - Medical Benefits Summary

Table 1
Cost Sharing

80%

100%

No Deductible

90%

No Deductible

80% 80% 80%

100% 80% 100%

No Deductible No Deductible

9O'Y. 90%

No Deductible No Deductible

95%

No Deductible

1000/0

No Deductible

DNA

95%

No Deductible

100%

No Deductible

DNA

80%

DNA

95%

No Deductible

100%

No Deductible

DNA

•• Benefits classified as "other covered charges" are limited to $50,000 for each covered person eligible for LID benefits.
The fust $3,500 ofother covered charges each year do not count towards the $50,000 lifetime limit.
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Long Term Disability
Medical Benefits Summary

Table 1, Continued
Cost Sharing

----In-Network Qut-of.Netwqt Out=Of.AmlPpp

DNA DNA DNA DNA

SI20 days: S120 days: 80% 100%

100% 100%

>120 days: >120 days:

80% 80%

S120 days: S120 days:

90% 90%

>120 days: >120 days:

80°A.•• 80%00

100% 100%

70%80%100%l00'Yo.1iIifIe_il------+-----t------t-------t
80% 80%

•• Benefits classified as "other covered charges" are limited to $50,000 for each covered person eligible for L1D benefits.
The flfst $3,500 of other covered charges each year do not cOlUlt towards the $50,000 lifetime limit.
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Lonl Term Disability
Medical Benefits Summary

Table 1, Continued
co.t Sharing

80%

Sl,OOOlNoneSl,OOOlNone

JnclucIeIln-..

Out-af-NetwoItt

Sl,OOOlNone

lDcIudIIln- ..

OuHf·Network

80%

Sl,OOOlNone

Not Covered NotCovend Not Covered Not Covered

80% 80% 80% 80%

I.AmiWto2 Limited to 2 Umitedto2 Limited to 2

viai1IIyear for viai1IIyear for viIilaIyear for viIhIIyear for

women over so women over SO women over SO women over SO

NotCovend NotCovend NotCovend NotCovend

90% 90% 80% 90%

Limited to 1 visit Limited to 1 visit Limited to 1 visit Limited to 1 visit

NotCovend NotCovend

SO% 80%

•• Benefits classified as "other covered charges" are limited to 550,000 for each covered person eligible for LID benefits.
The fU'St 53,500 ofother covered charges each year do not count towards the 550,000 lifetime limit.
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Long Term Disability
Medical Benefits Summary

Table 2
Benefit Caps

ID-Nttwodt Out-of-NIlwork Out-o{.ArglPpp

None None None None

200 visits/year 200 visits/year* 200 viJitsIyear* 200 visits/year

(HHCOnly) (HHCOnly) (HHCOnly) (HHCOnly)

60 visits/year 60 visits/year* 60 viJitslyear* 60 viJitslyear

120 days/admit 120 days/admit 120 days/admit 120 days/admit

....... ,,:::-:.:.:.:.:.;.:.;.;.:.;.:-:-:-:.;':' ;.:: : : ,':' :.:: :.:.;.:.:.;.: :.;.:.;.:.: : :.: ':":"';':.' : ..:.: :.:.:.;.:.;.:.: : :....•:.:.;.:.: :.: :.: :.:.•..•............•.•.:.:.:.:.: ;..: ::.:.:::.:.::..:..:.: :..:.: :.::

--,-­
111I
I.

* Combined In- and Out-of.Network.
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Lona Term Disability
Medical Benefits Summary

Table 3
MeDtai Health and Substance Abule BeDefto

lp-N!twork OUtj(oNItWodt OUt-of°Area/PPP

MHIDetox MHIPetox MWDetox MHIDetox
SJO days: 100% SJO days: 100% 80% S30 days: 1000/0

>30 days: 80% >30 days: 80% >30 days: 80%

U U M M
100% 100% soelo 100%

MIl MH MIi WI
None None 30 daYatadmit NOlIe

SA U U M
30 days/admit 30 days/admit 30 days/admit 30 days/admit

2 admitaIlifetime 2 admitaIlifetime 2 admitaIlifetime 2 admitaIlifetime

MIl MIl MIl MH
(EE uuble to work) (EE uuble to work.) (EE unable to work.) (EE unable to work.)

80% 80% 80% 80%

MIi MIl MIi MIl
SO% 50% 50% 50%

U U U SA
80% 80% 80% 80%

MIl MH MH MIi
None None None None

M M 14 14
30 viIitsIyell' 30 viIi1IIfyear 30 viIits/yeII' 30 viIitsIyear

Benefits c1ulifiecl as "other covered chlr&es" are limited to S50,OOO for each covered peI'IOJ1 eligible for LID benefits.
The first S3,500 ofother covered charges each year do not COlDlt towards the S50,OOO lifetime limit.
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SPAS 112 Exogenous Cost Adjustment Calculation
11/30/94

($ in Millions)

Total Company SFAS 112 Expenses

Portion Attributable to AT&T
Communications (based on year-end
1993 Form M - yields 27.3%)

Interstate Separations Factor

SFAS 112 Accrual - Interstate

Less: Pay-As-You-Go Interstate

Expense Net of Pay-As-You-Go

Less: 10.14% in GNP price index

Total Expense Impact

Total Revenue Requirement Impact

$2,110.4

576.1

.8149

469.5

(55.4)

414.1

{42 . O}

372.1

373.4

Allocation
Percentages Dollar Value

Basket 1 53.64% $200.2

Basket 2 .07% .3

Basket 3 .18% .7

Capped Services 53.89% 201.2

Other -
Noncapped 46.11% 172.2
Services

Total Revenue 100.00% 373.4
Requirement
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The mcr~cr of IT&T and
1\~cCavlls the best and qulcklst way far the two
campznles to lal:e advantage ar developing

opportunities In a dynamic Industry.

--------------[:-~. ~--------------,
-~

rules appl)' to all U.S. companies, we changed our account­
ing for retiree benefits, postemployment benefit!' and
income taxes. The net 59.6 billion after-tax charge to bring
our financial statements in line with the new accounting
methods caused us to repo" a net loss for that year. But
those accounting changes do not affect cash flows; they
only change the expenses we rcpon.

In our accounting for retiree benefits, we e$timate and
book expenses during the years employees Ire working
and accumulating future benefits. When we used the for­
mer "pay-as-you-go" accounting. we simpl)' booked our
contributions to trust funds for life insurance benefits and
the actual claims for benefits such as health care and tele­
phone concessions as they occurred.

Our accounting for postemployment benefits. including
payments for separations and disabilities, is very similar to
the accounting for retiree benefits. We book expenses for
future separations during the years employees are working
and accumulating sen'ice \\ith the company and for disabil­
ity benefits when the disabilities occur. In the former
accounting method., we booked expenses for separations
when we approved them and for disabilities when we made
payments. Compared with] 992, this change increased oW'
costs and expenses by 5301 million in ]993, \\hich reduced
earnings S17 t million, OT SO. 11 per share.

Our accounting fOT incomE' taxes uses the enacted tax
rates to compute both deferred and CWTent income taxes.
lising our fo:mer method, we held deferred ta.x assets and
!labilities at their oripna.! values even when Congress
changed the tax rates.

I IlIculliDn and Analysll 01 Our aelults
and Op.rationl

"ne merger was one of the most impoNnt events of 1994
for us, Shareov.ners now ov.n a stronger AT& T \\ith even
bener prospects for growth in revenues and earnin~s, Our
customers will choose from a wider arra\, ofsen·lces.

Though completed the mer~er remains subject to legal
miews.ln addItion. under the terms ofa proposed antitrust
consent decree berween AT&T and McCaw and the United
States. the operations of AT&T and McCaw are subject to
several conditions. including keeping McCaw as a s~arate

business with its o\\n offIcers and employees. After McCav.
provides equal access connections to other long distance
carriers. McCaw may use the AT&T brand on McCaw's cel­
lular sen·ices. and AT&T may jointly market AT&T's long
distance and ~1cCa\\"s cellular sen·ices. and provide cus­
tomers \\ith a single bill fOj both. For the most pan. these
restrictions m~el\' co!tfmn commitments we made when
we announced 0; merfe7 plans and they do nothing to alter
the fundamen:allogic or economics of the merper.

Operatin~ no\'\ as the Wireless. ur.it ofAT&T. McCaw is
the leading C.S, provider of wireless communications ser­
'ices, which include cellular, messaging. data transmission
and air-Io-ground services. M,Caw has cellular operations
in more than 100 cities. In most m:d,ets McCaw offers
its services under the brand name Cellular One'. McCaw
also operates the sixth largest U.S. messaging service,
serving more than 700,000 customers. and a digital air-to­
ground telephone senice for commercial airlines and
corporate aircraft.

ITIT'I Strong "nanclal PerfDrmance

Accelerating revenue growth in produ,cts and smices. aided
b)' effeclive cost and expense controls, boosted earnings to
another record in 1994. The climate for growth improved
this past year because ofbener economic conditions. and
changes in te,hnolo~y and world trade that srurred demand
for network sen'ices as well as new nerv.·orks. We look for­
",'ard to continued growlh in revenues and earnings in 1995.

Qu; fmancia: r~:'f0;-:-:;a:1Ce was also strong in 199: arId
]993. O~ re:'f0:7:":.:.~ce met ~('l\'\1r. u~get~ de5;,ite the less
favora~Je [,usmes~ and econorr.ic em·ironrner.t In 1993 we
al~o had to a00;! nt'.,\ a:colL"l!;:'1f rne:hcds. Because new

•
•

Revenul .rowtla
AI. l'.r.UIII' I.,,..,, II 11l11 ......._

0-....., h.,

La

~s-...~- ..-­_"""10l11
__'""'" 01 h
1lODI. II'IIIIImrJD',
1ncNIII) .......
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------------[ ·:P)5I!*".s!":S·~,------------
AT&;T Corp, and SubsidIaries. 'ean Ended December 31

Dollars in millions (except per share amounts) 1994 1993 1992

Sal•• and Revenue.
Telecommunications services 543,425 S4 I,623 540,968
Products and systems 21,161 17.925 16.579
Rentals and other seryices 7.)91 7.299 7,206
Financial services and leasing 3,117 2.504 1.894

Total rt\'tnufS 75,094 69.351 66.647

Colts
Telecommunications services

At't'ess and other interconnection costs 17,797 17,772 18.186
Other costs 7.466 7.623 7.553

Total telecomrnunicatlons sen'ices 25.263 25.395 25.739
Products and systems 13.273 10.966 9,976
Rentals and other sen'lces 3,629 3.563 3.366
Financial sen ices and le2si:1f 2,152 1.711 1,310

Total costs 44.317 41.635 40.391

Gross margin 30.777 27.'716 26.256---,
Operating Expenses
Selling. genera! and adminisrra:1\ e exren~es J9.637 18.037 16.704
Rese3rch and de\elop=nenl expenses 3.J] 0 3.111 2.924

Total operating npenses 22,747 21.148 19.628---
Operating income 8.030 6.568 6.628
Other income - net 236 476 163
less on sale of stC'.:-k t>y subsid:::~: 9
Interest expeme 748 ].Q32 ),] 53

Income before income taxes and cumulalhe effects of

Iaccounting changes 7.518 6,003 5.638
Pro\ision for income taxe~ 2.808 2.301 2.196

Income before cumul::i\e effects ofacc(\uming changes 4.710 3.701 3.442

Cumulative effects on pno~ years of ch3n~es in accounting for:
Postretirement benefits (net of Income tax benefit of $4.294) (7.0:3)
Postemrloyment benefits (net of income tax benefit of$681) (1,]28) •Income taxes (1.457)

Cumulati\'e effects of accounting changes (9.6081

Set Income (Loss) S 4,710 S(5.906) S 3.442

Wcighted a\crage common shares outstanding (millions) 1,~64 1,547 1,5] 9

Per Common Share:
Income befNe cum~!ati\'e eff'e:ts of accounting changes S 3.01 S 2.39 S 2.27
Cumu]ati', e effects of i':-C(\:.mtmg t'har.ges (6,21 )

~et Income (Loss) S 3.0] S 0,811 S 2.27

Ti.: :-.":~~ C:. ;,;;t~:-:: li·~ ..·..t~ ~:. a,:-; c:, ;::~t--- t":.,' :.... ;'~;,:< .;;..;;.:::,; 11:".:"--:';;;:'. s.:.::e:":".e~.:'~
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1994 1993

S 1,208 5 671

13,671 ]2,294
14,952 ] ],370
3,633 3.222
3,030 2,079
1,11'7 732

37,611 30,368

22,035 21,015
4,251 3,995
2,'708 3,060
4.513 3,815
4.151 3,575
3.993 3,565

579.262 569.393

5 6.0lJ S 4.853
4.105 3,802
1.029 1,301

13.666 ] 1.063
5]8 448

5,60] 4,587

30.930 26.054

11,358 ] 1.802
8,754 9.083 U
4J85 4.363
3,913 2,231

232 270
776 263

60.248 54,066

1,093 648
],305

1,569 ].547

Dollan in milliom le\Cept per share amount)

AII.ts
Cash and temporary cash investments
Receivables. less allowances of $1.~5 I an~ S1,040

Accounts receIvable
Finance receivables

Inventories
Deferred income taxes
Other current assets

Total currtal Issets

Property. plant and equipment - net
Licensin~ com - net
Investments
Finance recei\at-ie<
Prepaid pension com
Other asset~

Total.ssfts

Liabilities and Deferred Credits
Accounts payable
Pa~Toll anc beneflt-rela:ed ha:-:];::e~

Pometire:nem and p0s1er;-,;,loyrr,e::: t-enefi: lJa:-ilJlles
Deb: maru=:nf within one yea;
DIvidends payable
Other n::-rer.t ba~ililie~

TOlal currfntliabilitie~

Long-term deb: i!i:Judmf car::a: ieases
Posrretirement anj p0~:emI'J0ym:r;:benefit liabilitie~

01.f,er liablllles
Deferred income taxe~

Unamortized investmen: tax credits
Other deferred credm

TOlalliabilitie~ and dcftrrfd credits

Minorl~ Inttrtsts
RtdHlllable preferred stock

Common Shareowners' Equity
Common shares par value $1 per share

Authorized shares: 2.000.000,000
Outstandmg shares: 1.569.006.000 at December 31,1994;

1546,S 18,000 at December 31, 1993
Additional paid·in capital
Guaranteed ESOP obli~ation

Foreign currency translation adjus:ments
Retained eamjn~s Ideflcill

Total common sharecl\\ nen' equl~

TotalliabiJilif'~and sha rE'()" nfrs' equi~

15,825
(305)
104!
687

J7,921

579.262

14,324
(35S)
(32)

(2,] ]0)

13.374

S69J93

31



Recl.lllfic.tlons
We reclassified certain amounts for previous years to con­
form with the 199~ presentation.

•. Chang,. in AccounUng Principii.
POltretirement "neMs
We adopted Statement of Financial Accounting Standards
(SFAS) No. 106, "Employers' Accounting for Postretire­
ment Benefits Other Than Pensions," effective January I,
1993. This standard requires us to accrue estimated future
retiree benefits during the years employees are working
and accumulating these benefits. Previously, we expensed
health care benefits as claims were incurred and life insur­
ance benefits as plans were funded.

We also reimburse the divested regional Bell companies
for a portion of their costS to pfCI\'ide health care benefits,
increases in pensions and other beneftts to predivestiture
retirees under the terms of the DivestiTUre Plan ofReorgan­
ization Through 1992 we expensed these reimbursements
as incurred.

We recorded a one-time pretax charge for the unfunded
portions of these liabilities of S11.317 million (S7.023
million or $4.54 per share after taxes). Apart from these
cumulative effects on prior years of the accounting change,
our change in accounting had no material effect on net
income and it does not affe.:t cash flows.

I POlt.mployment Benefits
We also adopted SFAS !'o. II:!. "Employers' Accounting
for Postemployment BenefItS." effective January I, 1993.
Analogous to SFAS ~o. 106. this standard requires us to
accrue for estimated fuTUre postemplo)"ment benefits,
including separation pa)1Tlents. during the years employees
are working and accumulating these benefits, and for dis­
ability payments when the disabilities occur. Before this
change in accounting. we recognized costs for separations
when they were approved and disability benefits when
they were paid.

We recorded a one-time pretax charge for the unpro­
vided portion of these liabilities of $1.809 million ($ 1,128
million or SO.73 per share after taxes). The change in
accounting reduced operating income b)' S301 million and
net income by $171 million (SO.11 per share) in 1993. This
change does not affect cash flows.

'"comeTax..
We also adopted SFAS No. 109, "Accounting for Income
Taxes," effective January I, 1993. Among other provisions,
thi5 standard requires us to compute deferred tax amounts
u~;:·i the enacted corporate income tax rates for the years
in which the taxes will be paid or refunds received. Before
1993 our deferred tax acco;lnts reflected the rates in effect
when we made the deferrah.

The adJp:ior. ofthi~ mnd:m! reduced net income by
S1.45'7 miliion ($0.94 pe~ share) as a result of deferred
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liabilities that were created by McCaw Cellular Commu­
nications,Inc. acquisitions prior to the melier. Apan from
these cumulative effects on prior years of the accounting
chanae. the new accounting method bad no material efrect
on net income in 1993. Unless Congress changes tax rates,
we do not expect this chanae to affect net income materially
in future periods. This change does not afreel cash flows.

I. Jlrnplctlv, Icc.nUn, Ch.....
'mtMlNd Loan,
In 1995 we mustadopt SFAS No. 114, "Accounting by
Creditors for Impairment ofa Loan." This standard
requires us to compute present values for impaired Joans
when determinina our allO\\"lnces for credit losses. We do
not expect this new standard to affect net income materi­
ally at or after adoption, and it will not affect cash flows.

4. M'r"r with McCaw C,llular
CDmmunlcationa, Inc. (McCaw)
On September 19, 1994. AT&T merged with McCaw. As
a result, 197.5 miUion shares of McCaw common stock
were convened into shares ofAT&:T common stock at an
exchange ratio ofone share ofAT&:.T common stock for
each McCaw share. In addition, AT&T assumed 11.3 mil­
lion McCaw stock options which were convened into
AT&:T stock options at the same exchange ratio. resulting in
11.3 million additional AT&:.T stock options at an average
exercise price ofS27.43. The merger was accounted for u
a pooling of interests, and the consolidated financial state­
ments were restated for all periods prior to the merger to
include the accounts and operations of McCaw. Inter­
company transactions prior to 1994 were not eliminated
due to immateriality. Merger-related expenses of 5246 mil­
lion incurred in 1994 ($ 187 million net of taxes) w~e
reported as selling, general and administrative expenses.
Certain rec1assiflcations were made to McCaw's accounts
to conform to AT&:.T's presentation. Premerger operating
results of the companies in the current presentation were:

1"iine~onths Year
Ended Ended

September 30, Decmber 31.
Dollars in millions 1994 1993 1992
S.les aDd RutDUts

ATatT 552.t1. 567,156 564.904
McC.w 2,062 2.195 1,743
ElimiDations (256)

Total 553."" 569.351 566.647

~et Income (LOSS)

AT&T S 3.431 5(3.794) 5 3.807
McCaw 34 (2.112)* (365)
Eliminations (93)

Total S 3~72 S lS.90t> I S 3.442
-lD.)ydClI c~.a.;:c cf~~ mil;l"r.l'rc\J""'!~1't';'~:'\C: a.s Il'. nn~rclI~ linn fordlt .
carl~ rcdC'::'lj:':J~n o~ ckt':
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Adiscussion and analysis of
our results and operations ..
Global economic conditiom imprcl\ed in 1993. but
rrowth was still slUHish In Europe and Japan the weak
condltiom of J99J and 199: continued this past yea~.

Aiainst thi~ backdrop. we reported a ?5Cj( increase in
total rc\enues in 199:. a pickuf frorr. the :!.9Cj, increase
in 199:.'I We made three a:countJn~ chantes this past year.
Because new rules app}; tC' al: t·.S companies.
we chanied our acc0Jnting for retiree benefits. post­
employment benefm and income taxes. The net after·tax
char~e to brini our financial statements in line w'ith the
new ac.:ountini methods caused us to report a net loss
for the year. Excludin~ that net charte and the increase
in 1993 expenses ca:.Jsed b; the chan~e in accounting
for postemr)· ment benefits and a fourth-quarter
restructurint char~e. our per share eaminrs were S?>.IS
in 1993. These accountins chanses do not affect cash
flows; they only chanse the expenses we report .

Conaolldated Income Statement InfonNltlon
Dollars in millions 1M3 1992 1991

TOlal re\'enues $6'7.IM $64.904 563.089
Total costs .0.569 39.710 38.825

Gross maTJin 26.587 25,194 24.264
Pro\isions for business

restructurini 498 64 3.S72
Other operatini

expenses 19.1n 18.861 19.334

Operatin~ income S 6.238 S 6,~69 S 1.3~8

Income before
cumulative effects of
accountin, chan,es S 3.914 S 3.807 S S""....

Cumu)ati\-e efiects of
accountin~ chanEe~ (7.'7681

Pliet Income (Loss) S (3.'7941 S 3.80'7 S 5""....
GrOH mar,in percentage 39,6Ck 3S.8C;C 38.S'i
Operatin, mar,in

percenta~e 9.3~ 9.7CK 2.:!CK

In our new accountin, for rtriret IHn~!its. we esti­
mate and book expenses for retiree benefits durin, the
years employees are workin. and accumulatin, these
future benefits. When we used the fonner "pay-as-you·'0" accountinr. we simpl)' booked our contributions to
trust funds for life insurance benefits and the actual
claims for benefits such as health care and telephone
concessions as they occurred. To use the new method.
we made assumptions about trends in health care costs,
interest rates and I\'era,e life expectanc)'. Then we esti­
mated the future pa)'ments for benefits to all present
retirees and for accumulated benefits of active em·

••••••••• 1 •••••••••••••••••••••••••••••••••••••••••
Wh)' do we INke accountinl HCM' do we make the chan..., Whitdo the chanl"muntoreluftl'
chan.e.? We first {"ure out _'hat our balance sheet Accountin, chan,,, sometimes have a IlUIe
The loal of fmancial reponin~ and our would look like if -'e had alwa}'s used the effect on reponedeamin,s in tM )'ell' of a
objecti\'e at AT&T is t(l live investon. the neIA accounlin, methods. Then we make all chan,e, bUltheeffccuoJlfutureeamin,s
information the} need t(l undentand helll. the adjustments needed to catch up with may be quite small once we brin, the bal·
_e're doin~ ewer time an~ in coml'uison those neIA methods. Our income stalement ance sheet up to date. Itcause the cumula·
v. ilh other cC'mranie~. Sometime~ l&ccount- shC'ws the net impact of all those a~just· ti\'e effects come fromearlier~ars. many
inf rule·rr.a~er~ issue ne.... rules f(l~ all n:e~ts a< "cumulati~'e effec:t~ on pnor yean in\'estors set them aside when lookin8 at cur·
C(l"''t~:';le,. Al other limes. lAe de.:id.e t('l (If cr.a:lfe, in a::countin~," rent results. The income stalement format
chan ce N!r method; kle.:"u,e (If trend, In all(lws in\'estors 10 see OUr resultseasil\'
our t:'usine~, OT industn with or without these cumulati\'e effects of

. accountin,; chan~es .

•• II.IIEIII[~IIIIIIII.IIII••••• IIII&.I •••• I ••••••••
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plo)'ees. We then placed this S11.3 billion liability on
the books to refleclthose estimaled future obligations at
January 1. 1993. expressed in today's dollars. From now
on .....e '" ill continue to record the expenses as employ­
ees accumulate future benefits so that our liability for
retiree benefits is always up to date. We expect our
annual expenses to be at about the same le\el we
'recorded before this accounting change.

Our ne'" accounting for posTemploymt'flt bene/its.
including payments for separations and disabilities. is
very similar to our ne'" a.;counting for retiree benefits.
We must book e\penses for future separations during
the years employees are v.orking an: accumula!ing ser­
vice v.ith the compan~. and for di~abillty benefils v.hen
the disabilitie~ o:cur L"sing the former method. we
booked expenses for separations '" hen v.e identified
them and expenses for disabilities v. hen v.e made pa~­

ments We used our e\perien:e over the pa~t five year~

to estimate future separations. In the future. we will
adjust our estimates ba~ed on the number of emplo~ees
v. ho actuall~ lea\e our payroll v. ith these pa~ menb.
Becau~e \I.e b00k e\pen~es every quarter usin£ this
accountIng method mstead of bookmg expenses when
we make plans to restructure our business. this change
increased our com and expenses b~ S~OI million in
1993. and redu:ed our earnings by Slil million. or
SO. 13 per share. We e\pe:t our earnings in 199~ to be
similarly reduced.

Our new accounting for income taxes uses the
enacted tax rates to compute both deferted and current
taxes. That means we must refigure our deferred ta>.
assets and liabilities whenever Congress changes
tax rates. L'sing our fonner method. v.e held deferred

tax assets and liabilities at their ori,inal ,'alues e\'Cn
when tax rates chan,ed. Because federal corporate tax
rates are lower now than the)' were before the 1986
Tax Act, we had a ,ain when we chan,ed to the new
accounting method. Apart from the effects of changes
in statutory tax rates. we do not expect the new account­
ing to affect future eamin,s materially.

An overview of our business operations ........
OJr core business is to meet the communications and
computin, needs of our customers by using networks to
move and manage infonnation. We divide the revenues
and costs of this core business into three categories on
our income statement: t~lecommunications ur\·ices.
products and sysrems, and rentals and other sen·ictS.
AT&T Capital Corporation (AT&T Capital) and AT&T
Universal Card Services Corp. (Vniversal Card) are

.partners with our core business units as well as innova­
tors in the financial services industry We include their
revenues and costs in a separate category on our income
statement:finantial services and leasing.

Customer demand for the products and services of
our core business continues to grov. despite weak eco­
nomic conditions worldwide. Technological advances
and brisk competition are making electronic communi­
cations and computing ever more useful and economi­
cal. Our financial services businesses are also growing
because we are investing in new assets.

We look forward to greater revenue growth in 1994
than in 1993 because of a strengthening economy and
the expected completion of our merger with the fast­
,rowing McCaw Cellular Communications. Inc.
(McCaw).

o~, r:an is fN ~l:Ca'" 's 0 .... ners to
e~;na:':~e their ~l;Ca'" 510;; .. for ne"" AT&T
s:o:k Tt:er.;;,1i o.. nen. ('If Ih: r0'!·rr:e,;e,
.-\1~1 "" :!I ~~.;,:e Ir: the bene:I:' a,: n,l.s C'f

•••••••••••••••••••••••••••••••••••••••••••••••••••
Our me'ler with McCaw lima the combined operations. The people, combined amounts as if there had alwa)'s
to give our customerll more assets and capital of the two flnns won't been only one compan~·. To help you picture
comprehensive lin-ice oHennl change just because of this merier. this. ""e included $Ome of these combined
Ind our investorl fliter growth In meriers like this. \\'e simply add up amounts at the bottom of the ten-)'e&r sum·
and higher long-term returns the ea...nini~. assels. ltabilities and equit~ mary of selected financial Ca'i. We com-
on their irrvestment. of the t~o companies anc! become one com· puted these amounts assuming the merter

pany. We use':: lr.is same method. called a \10 as already completed us;n, a one-for-one
"p('l(\lIng (If Interesls." for the merger of e,:hange of shares as AT&T and McCav.
AT&1 anc ~CR in 1991. propo~ed in the merger af;reemenl.

Afte, a me~ger. fInancial statements and
all o::1er financial info:"!T.iu(\n sho~ the


